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Strategic Management CourseStrategic Management Course
Oct.2005 Oct.2005 -- June 2006June 2006

Lessons 17 & 18 : Formulation of Lessons 17 & 18 : Formulation of 
Strategy and its ImplementationStrategy and its Implementation

((Entry and the Advantage of Incumbency))

Prof. David Ward
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Course Outline and ContentsCourse Outline and Contents
• Introduction to Strategy and Strategic Management
• Business Strategy
• Competitive Advantage
• Internal Context: Organisation Design
• Market Organisation and Competitive Advantage
• External Context: Industry Analysis
• The Spectrum of Competition and Niche Markets
• Competition in Concentrated Markets
• Entry and the Advantage of Incumbency
• Creating and Capturing Value in the Value Chain
• Globalisation and Strategy
• Current trends in Strategic Management
• Strategic Management in a Changing Environment
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You’ll need the right Resources (skilled people and cash)!

esecourselessons1718-2005 4Proprietà riservata © David Ward

Strategically Independent Business Units
Corporate provides direction

and establishes performance goals

Corporate acquires or divests
businesses

Business units formulate strategies
and implementation plans

Corporate evaluates business 
strategies and plans

Corporate allocates resources

Corporate staff provides information
and training to business units
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The Strategy The Strategy 
ProcessProcess

Strategy Implementation

Strategy Communication

Strategy Selection

Strategy Option Evaluation
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Decisions about Developing and Decisions about Developing and 
Evaluating Strategic OptionsEvaluating Strategic Options

Current Strategy
•Goals
•Scope

•Competitive advantage
•Logic

Organisation
Design

Value Chain

Dynamic Positioning

Competitive
Advantage

Current/Potential
Competition

Industry Analysis
•Product lines
•Buyers and their behaviours
•Growth
•Marketing and Sales
•Suppliers
•Distribution channels (if indirect)
•Innovation
•Competitors
•Social, political, legal environment
•Macroeconomic environment
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Local businessLocal business
strategiesstrategies

Strategy IdentificationStrategy Identification

MarketsMarkets

Local policiesLocal policies

CapabilitiesCapabilities

VariablesVariables
(e.g. seasonal growth)(e.g. seasonal growth)

TrendsTrends

EmergingEmerging
TechnologiesTechnologies

SuppliersSuppliers

BuyersBuyers

CompetitionCompetition

LegislationLegislation

ExperienceExperience

Possible Inputs for Identifying a possible Strategy Possible Inputs for Identifying a possible Strategy 
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Inputs to Strategic EvaluationInputs to Strategic Evaluation
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Business Strategy BlocksBusiness Strategy Blocks

Competitive
advantage

Internal 
context

Objectives Products
& markets

CompanyCompany
FutureFuture

Corporate andCorporate and
Business StrategiesBusiness Strategies

The EconomicThe Economic
EngineEngine

‘‘How do we intendHow do we intend
to make money?to make money?’’

IndustryIndustry
AttractivenessAttractiveness

‘‘Which industryWhich industry
should we be in?should we be in?’’

CompetitiveCompetitive
AdvantageAdvantage

‘‘How should weHow should we
compete?compete?’’

CorporateCorporate
StrategyStrategy

BusinessBusiness
StrategyStrategy

Alignment
Corporate
& Business
Strategies

Typical Planning IngredientsTypical Planning Ingredients
• Vision and/or mission statement (both corporate, business, dept.)
• Strategy statement with long-term goals
• Overall picture of firm’s internal and external contexts
• Trend monitoring
• Benchmarking
• Identification of areas of intervention and interest
• Outline or schematic of major objectives and targets
• Actions and approach
• Financial Measurements 
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Lessons 17 & 18 Lessons 17 & 18 –– Formulation of StrategyFormulation of Strategy…………
• Back flashes of Lessons 15 & 16 and open questions
• Incumbent and Incumbency
• Corporate Strategy Processes
• Corporate Strategy for Strategically Interdependent Businesses
• Strategy selection
• Strategy communication and Implementation
• Wheel of Competitive Strategy
• Examples of Explicit Strategies
• Examples of Strategy Communication
• Report and Examination preparation

This lesson was based on pages 215 to 238, 351 to 379 and 387-399 
of the recommended 1° term textbook or pages 253 to 283, 425 to 461 
and 471 to 487 in the Italian version of the textbook. Chapter 15 of the 
White text (pp.530-563) plus the case study of Haier (pp.716-721).
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DefinitionsDefinitions of of IncumbencyIncumbency and and IncumbentIncumbent

•• IncumbencyIncumbency : The period during which an offical
position is held.

•• IncumbentIncumbent: The holder of an official position
• Incumbent firm: An officially recognised company

Entry-Advantage of Incumbency
Strong Performance 

draws attention
and inevitably competition.

Translates into…
“I want my share

of the cake”
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EnteringEntering a marketa market
• Entry from other firms can spur strong resistance from

incumbent firms e.g. tactics against ambush marketing at the 
Olympics, the rise of Galliani in Italian football

• Entry can therefore backfire for the entrants e.g. Toyota
Lexus versus Mercedes, Pepsi vs. Coca Cola etc.

• However, it can actually push the success of the entrant e.g. 
Linux SW, StarOffice etc.

The difference is what you are offering to the 
consumer not just in the short-term but in the long 
term (the vision)

The difference is what you are offering to the 
consumer not just in the short-term but in the long 
term (the vision)
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TypesTypes of of IncumbencyIncumbency AdvantageAdvantage
•Scale and Economies of Scale (handling fixed and 

variable costs effectively to produce more profit).
•Learning economies

•Consumer Loyalty
•Innovation

•TTM
•Etc.

Value Captured

Value lost to others

Vision
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LearningLearning EconomyEconomy

Experience curves

Learning economies are cost savings that come from experience 
(e.g. learning-by-doing). For example as an an individual learns 
how to complete a certain task so the cycle time decreases, error 
falls, and precision increases. This translates into a cost 
advantage.
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Attacking Business & Corporate StrategyAttacking Business & Corporate Strategy

The EconomicThe Economic
EngineEngine

‘‘How do we intendHow do we intend
to make money?to make money?’’

IndustryIndustry
AttractivenessAttractiveness

‘‘Which industryWhich industry
should we be in?should we be in?’’

CompetitiveCompetitive
AdvantageAdvantage

‘‘How should weHow should we
compete?compete?’’

CorporateCorporate
StrategyStrategy

BusinessBusiness
StrategyStrategy

Competitive
advantage

Internal 
context

Objectives Products
& markets

Company FutureCompany Future

How will I make money
Or keep making money?

Attacks generally start at BSU level
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……..Keeping myKeeping my Share of the CakeShare of the Cake
• Legislation (Writing the rules of the game)
• Technology and Innovation (R & D & D)
• Knowing, and working with, the consumer (CRM)
• Strategic Alliances-Mergers
• Economies of scale
• Localisation
• Building the brand(s)
• Product ranges and range–extension
• Outsourcing and core business
• …..
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Distinguishing features: (Core) CompetenciesDistinguishing features: (Core) Competencies
Distinctive competencies are the core competencies or strengths of a 
company. They allow a company to distinguish itself from the competition 
and represent the features of the firm. There are essentially two sources for 
competencies:

1. Resources1. Resources
Are the inputs into a firm’s 
production and/or services 
processes.

2. Capabilities2. Capabilities
The ability of companies to assemble and 
coordinate their  resources to provide 
lower costs or differentiated products.

Long-term
Sustainability
Long-term

Sustainability
Successful
Strategy

Successful
Strategy

Unique
Capabilities

Unique
Capabilities+=

Sustainable Competitive AdvantageSustainable Competitive Advantage
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Types of Competitive StrategiesTypes of Competitive Strategies
Offensive
Strategies

Defensive
Strategies

Direct Attacks: price cutting etc
End-run offensives: searching for  
unoccupied or ignored markets.
First-to-market: gaining a particular 
advantageous position. 
Acquisitions: acquisition of rivals 

Multinational Diversification StrategyMultinational Diversification Strategy

Related
Diversification

Unrelated
Diversification

•Sharing e.g. sales forces •Short term investments
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When developing a multinational strategy the 
fundamental question is how does one combine global-
local solutions?, this is called the global-local 
dilemma.

When developing a multinational strategy the 
fundamental question is how does one combine global-
local solutions?, this is called the global-local 
dilemma.

Transnational
strategy

Act locally and
combine global

Global product
platform

International
strategy

Compromise
global & local

Global products
& marketing

platform

Regional
strategy

Compromise
global & regional

Regional product
platform

Multi-domestic
strategy

Act locally, focus
on local responsive

Local product
platform
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Strategy OptionsStrategy Options

Strategy Implementation

Strategy Communication

Strategy Selection

Strategy Option Evaluation

Strategy Option Development

Strategy Evaluation

Strategy Identification

Steps for setting Strategy
Strategy Option 
development is not just 
about brainstorming it is 
assessing all the options 
in front of you.
This exercise often leads 
to prioritising your 
options. This is very 
convenient when you 
need to adjust or change 
your strategy.
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Strategy Option DevelopmentStrategy Option Development
The scope of developing strategy options is to adapt 
the strategy in the event that external conditions 
change. This is especially true for emerging industries 
that have essentially two uncertainties:
1. Technological uncertainty. Good examples are the evolution 
of electronic money, internet, internet and communication 
devices, human genome project etc.

2. Market uncertainty relating to the size and growth rates of 
the market thus making demand forecasting very difficult. 
Good examples are: Sony walkman, 3M’s Post-its, BIC pens, 
Apple PCs etc.
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Minimising and Managing RisksMinimising and Managing Risks
• Cooperating with lead users meaning those end-consumers that will lead 
the industry or that the end-consumer trusts. Examples are beta versions of 
SW tested by developers, opinion leaders (film critics), sports personalities 
for sportswear, word-of-mouth etc.
•Limiting risk exposure by sharing the financial burden e.g. through joint 
ventures, strategic alliances, supplier resource allocation etc.
•Flexibility by building responsiveness and scalability:  experimenting on a
small scale or in clusters (e.g. selected countries).

‘Taking the bull by the horns’ by setting the standards/leading the pack

Microsoft Windows 3M Post its
Intel 86/Pentium series Schott Ceramic glass
3Com 56k MODEMS Yahoo Provider
Adobe PDF Pfizer Viagra
Matsushita VHS system Du Pont Teflon
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Examples of Option DevelopmentExamples of Option Development

• More than 1 supplier for a specific component 
• Multiple trade partners (e.g. Mediaworld, Expert, Trony)
• Project, product and patent portfolio (e.g. Drugs at Glaxo)
• Resource allocation (e.g. outsourcing engineering/design)
• Organisation design (e.g. as for joint ventures)
• Make vs. buy (for part or all of a machine/product e.g. IKEA)

A strategic option implies capturing the vision of a firm’s future role. 
Many companies tend to focus on restrictive options meaning that the 
strategy as a whole remains intact while the development concerns a facet 
(or facets) of the strategy, for example:

A true strategic option is usually radical in nature e.g. in product 
development it might be technology-push instead of market-pull, or 
outsource everything instead doing everything in-house or produce in 
Poland instead of Italy.
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Some Fundamental QuestionsSome Fundamental Questions
(for option development and evaluation)(for option development and evaluation)

Consistency Tests approach

Internal Consistency
•Are the goals/objectives mutually achievable?
•Do the key operating policies address the goals?
•Do the key operating policies reinforce each other?
Environmental Fit (External context)
•Do the goals and policies exploit industry opportunities?
•Do the goals and policies deal with industry threats (including the risk of 
competitive response) to the degree possible with available resources?
•Does the timing of the goals and policies reflect the ability of the 
environment to absorb the actions?
•Are the goals and policies responsive to broader societal concerns?
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Resource Fit
•Do the goals and policies match the resources available to the company 
(relative competitors) ?
•Does the timing of the goals and policies reflect the organisation’s ability 
to change?

Communication and Implementation
•Are the goals well understood by the key implementers?
•Is there enough congruence between the goals and policies and the values 
of the key implementers to ensure commitment?
•Is there sufficient managerial capability to allow for effective
implementation?

Internal
Consistency

Environmental
Fit

Resource
Fit

Communication 
& Implementation

Some Fundamental QuestionsSome Fundamental Questions
(for option development and evaluation)(for option development and evaluation)
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Other topics for DiscussionOther topics for Discussion
What is the Business doing now?What is the Business doing now?
1.Identification: What is the implicit or explicit current strategy
2.Assumptions: What assumptions about the company’s relative position, 
strengths and weaknesses, competitors, and industry trends must be made 
for the current strategy to make sense.
What is happening in the Environment?What is happening in the Environment?
1.Industry Analysis: What are the key factors for competitors success and 
the important industry opportunities and threats?
2.Competitor Analysis: What are the capabilities and limitations of 
existing and potential competitors, and their probable future moves?
3.Societal Analysis: What important governmental, social, and political 
factors will present opportunities or threats?
4.Strengths and Weaknesses:Given an analysis of industry and 
competitors, what are the company’s strengths and weaknesses relative to 
present and future competitors?
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Other topics for DiscussionOther topics for Discussion
What should the Business be doing?What should the Business be doing?
1.Tests of Assumptions and Strategy: How do the assumptions 
embodied in the current strategy compare with the analysis of 
the environment? How does the strategy meet the consistency 
tests approach.
2.Strategic Alternatives: What are the feasible strategic 
alternatives given the industry/societal/competitor analyses? 
(does yr. current strategy already fit them?)
3.Strategic choice: Which alternatives best relates the 
company’s situation to external opportunities and threats?

Footnote: Sometimes known as the multiple scenario approach (and pioneered by Shell) consists 
of establishing 3 to 4 distinct and internally consistent views of how the future may look 10 to 25 
years ahead, or shorter for fast-moving industries e.g. telecommunications.
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Wheel of Competitive StrategyWheel of Competitive Strategy
Porter defines the wheel of Competitive Strategy as follows:

In this wheel the rim of 
stands for the strategy 
boundary, the hub represents 
the objectives, the spokes 
are the policies and the 
slices the context.

Objectives Policies

Strategy
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Examples of StrategiesExamples of Strategies
GilletteGillette
Its corporate strategy is focused on continuous new product 
development and further global expansion. Key performance 
management drivers include the global rotation of people and 
incentives pegged to internal standards rather than industry 
benchmarks. 
GlaxoGlaxo WellcomeWellcome
Under a new corporate structure, it has re-evaluated the 
relationship between central strategy formulation and regional 
implementation. Devolving strategic autonomy to local units-
within the broad framework of corporate strategy-is the 
company’s preferred response.
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Royal Sun AllianceRoyal Sun Alliance
A merger proved the ideal springboard for a global 
reorientation for these 300-year-old companies. Business units 
worldwide were assigned return on equity targets, and 
balanced scorecard measures were designed around developing 
global teamwork, succession planning, and customer service 
and satisfaction. 
SchrodersSchroders
The firm’s historical continuity is matched by staff stability. 
One of its key performance management goals is to cultivate 
low staff turnover to ensure the communication and continuity 
of corporate strategy.

Examples of StrategiesExamples of Strategies
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Strategy CommunicationStrategy Communication
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Strategy CommunicationStrategy Communication
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Corporate performance management: Corporate performance management: 
Ensuring strategy implementationEnsuring strategy implementation
Written in co-operation with PricewaterhouseCoopers, this report 
outlines the key challenges identified by top companies and enables you 
to set an agenda to tackle these in your company. The two main elements 
of this research include a worldwide survey of 170 CEOs, CFOs, COOs
and senior vice-presidents, as well as detailed interviews with 25 
companies. This paper establishes an integrated framework that 
examines performance management in the context of four streams: 
performance measures and targets, enterprise processes, people 
processes and information management and reporting; and then presents 
vital action steps to set you on the path to successful resolution of these 
issues. 
See Economist Intelligence Unit website
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Stages of the Small Business stage Stages of the Small Business stage 
model of Internationalisationmodel of Internationalisation

Stage 6
The Transnational

Stage 5
Production Abroad

Stage 4
Sales Branches

Stage 3
Export Department

Stage 2
Export Management

Stage 1
Passive Exporting

Small-Business
Stage Model

The firm fills international orders but does not seek 
export business.

The firm has a specific manager that seeks exports sales.

The firm provides significant resources to seek 
increased sales from exporting activities.

The firm sets up local sales office to satisfy demand.

The firm moves a downstream value-chain activity 
abroad.

The firm sets up global network of small size firms.
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Communication
http://www.baclass.panam.edu/mana3335Sp98/noflash/Textbook/Chapter
08.html 
Economist Intelligence Unit
http://store.eiu.com
The Whitehouse
http://www.whitehouse.gov/news/releases/2002/07/20020716.html
References and Bibliography
http://lisweb.curtin.edu.au/guides/handouts/harvard.html#exprint
http://lisweb.curtin.edu.au/guides/handouts/endnote.html#Styles

Information SourcesInformation Sources
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Keywords of Lessons 17 & 18Keywords of Lessons 17 & 18
• Corporate Strategy Processes
• Interdependent Businesses
• Strategy selection
• Communication
• Implementation
• Wheel of Competitive Strategy
• Option
• Development
• Consistency
• Risk
• Diversification
• Local
• Global
• Internationalisation

• Incumbent
• Incumbency
• Entry
• Counteractions
• Defensive
• Offensive
• Assessment
• Resource fit
• Environmental fit
• Corporate Performance Management
• Value capture
• Learning economies
• Experience curve
• Competencies


